-A YEAR IN REVIEW FOR RESTAURANT FIRMS
The restaurant industry's sales have continued to grow at a moderate pace. According to reports from the National Restaurant Association, restaurant industry sales are projected at approximately $783 billion in 2016. Contrary to strong optimism shown by experts last year, the growth in sales this year is only expected to remain moderate, given the mixed signals from the U.S. economy in recent months. Table 1 summarizes the current trend of stock returns for key restaurant firms until March 2016.
As of March 28, 2016, the 1-year average return for the S&P 500 index (13.96%) clearly surpassed the 1-year average return of restaurant stocks represented by the JHFM Restaurant Industry Index (24.64%) by almost 18.6%. Thus far, the quick service restaurants have been the only group of restaurants demonstrating positive annual returns, with a 1-year average return of 6.14% (JHFM Quick Service Restaurant Index). Within this group, the main winners were Carrols Restaurant Group, McDonald's Corp., and Domino's Pizza (with annual returns of 63.20%, 27.59%, and 24.94%, respectively). On the negative side, the annual returns of quick service restaurants' stocks until March 2016 were significantly (25.05%) lower than the corresponding period's return last year, suggesting a slowdown in this segment. A similar downturn was seen in the performance of other restaurant groups, too. The average 1-year return for quick service specialty restaurant stocks (represented by the JHFM Index) was 22.98%. Starbucks and Panera Bread were the only star performers in this group with an average annual return on 20.68% and 28.3%, respectively. Keeping up with the bearish trends, the average 1-year return for the family, casual, and full-service restaurants (represented by the JHFM Index for family, casual, and full-service restaurants) was 211.29%, or 17.43% less than quick service restaurants, and 25.25% less than the S&P 500 index. Within this group, Darden, Texas Roadhouse, and Cheesecake Factory were among the few with positive annual returns. Such a trend suggests a significantly weakened consumer preference for fine dining during the 2015-2016 period.
Current trends in the National Restaurant Association's Restaurant Performance Index continue to support the cautious tone in the expectations of the association's experts. The index is a combination of the current situation index (derived from recent period restaurant industry indicators such as same-store sales traffic, labor, and capital expenditures) and the expectations index (derived from forwardlooking or 6-month outlook for restaurant industry indicators) and is based on the National Restaurant Association's monthly survey of U.S. restaurateurs. Restaurant Performance Index values greater than 100 indicate expansion, whereas values less than 100 suggest a period of contraction for key restaurant industry indicators. Table 2 operators about business conditions in the coming months.
The poor performance of restaurants in the second half of 2015, and the dampened outlook for the restaurant industry in the coming months seems logical given the slowing pace in the U.S. economy. According to data from the U.S. Department of Commerce, the quarterly growth rates in real U.S. GDP for the last three quarters of 2015 (3.9%, 2%, and 1.4%, respectively, in Quarters 2, 3, and 4) were significantly lower (216.3%, 2 53.4%, and 2 33.3%, respectively, in Quarters 2, 3, and 4) in relation to the GDP growth for corresponding quarters in 2014 (4.6%, 4.3%, and 2.1%). Growth in U.S. disposable personal income (current dollars) also slowed significantly during the first, second, and fourth quarters of 2015 (1.9%, 4.9%, and 2.7%, respectively, or 66.07%, 5.8%, and 55.6% lower than their corresponding growth rates in 2014). To make matters worse, real household income levels in the beginning of 2016 are also below what they were before the recession, consumer confidence has regressed to a 7-month low, and consumer spending remains sluggish. According to recent National Restaurant Association reports, the pace of the U.S. economy remains a concern for restaurant operators today who expect their industry to grow only moderately in the coming months. Given such scenario, it will be interesting to see whether quick service restaurants will repeat history once again and outpace the full service restaurants in 2016. 
